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CERTIFIED MAIL 

Dear Applicant: 

We have considered your appl ica t ion  f o r  recognit ion of exemption from Federal. 
income t ax  under sect j .oa 501 ( c )  ( 3 )  of t h e  In t e rna l  Revenue Code and hatre 
determined tha t  you do not  qual,ify f o r  exemption under thqt  s ec t ion .  Our 
reasons f o r  t h i s  conclusion and the f a c t s  on which i t  i s  based a r e  explained 
below. 

The information submitted i nd i ca t e s  t ha t  you were incorporated i n  **** ****   
on ***  *  **** f o r  the  non-profit  ourpose of maintaining the  common areas  of 
******** *****   condominiums, *********** **** ****  ,  and car ry ing  out  those 
ob jec t ives  permitted t o  i t  pursuant t o  ********* ********* e t  seq. 

The Association was formed t o  serlre a s  a neans through which the  condominium % 

u n i t  owners may take ac t ion  with regard t o  the  adminis t ra t ion ,  management, .. 

maintenance, r epa i r  and operat ion of t he  props ty. 
! 

Every person o r  e n t i t y  who holds a legal. i r  eq r~ l ' t ab l e  i n t e r e s t  i n  any un i t  af "%., 

t he  assoc ia t ion  and has f u l l y  paid a l l . ,  t h e i r  due assessments and charges is \ 

deemed a member i n  good standing.  

Your income i s  derived from membership dues an2 investment income. 

Your expenses a r e  f o r  maintenance. insurance,  t r a sh  d i sposa l ,  u t i l i t i e s ,  
p rofess iona l  fees, adve r t i s ina ,  t axes ,  bank charges /of f ice ,  and Secre ta ry  of 
S t a t e  fees.  

A l l  expenses of t he  Associat ion incurred f a r  t he  opera t ion ,  maintenance, 
r e p a i r ,  replacement, c leaning ,  and s a n i t a t i o n  of a l l  common elements of t he  
condominium, s h a l l  be charged t o  a1.l un i t  owners a s  a common expense. 

- 
Initiator Reviewer Reviewer Reviewer Reviewer Reviewer 

Code **** ***- 

* 
Surname *****  ******* 

**
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Secti.on 501 ( c )  ( 3 )  of the In tarnal  Revenue Code ~lrovides f o r  the exemption of 
orqanizati.ons which a re  organized and onerated exclusively for  char i table ,  
r e l ig ious ,  and educational. ~1 i rposss ,  no part  of  the net earnings of which 
inures t o  the hencf i t  e t  anv private shareh.older o r  individual .  

Section :L.501. ( c )  ( 3 )  -1 ( a )  (:I) of the  J'ncol~te Tax Reqlllation~ ~ r o v i i e s  that  i n  
order. t o  qu?lif y fo r  exemptinn under Code section 501 ( c )  ( 3 )  , an organization 
must be both r;rqani.zed. and operated ~ x c l u s i ~ ~ e l y  fo r  one o r  mote exempt 
purposF?s. Fai1.ure t o  meet e i t h e r  the organizational or  operational t e s t  w i l l  
d isqual i fy  an .orcyanization f tom exemption under -sect ion 501 (c! ( 3 !  . 
Section 1 . '5014c)(3)- l (h i (1)  of the Income Tax Reculations sbeci f ies  that  an 
organization i s  organized f a r  one nr more exempt purposes i f  i t s  Art ic les  of 
Incorporation l i m i t  the purpose of such organization to  axempt purposes. 

Section 1.501 1c) !3)-1 (bl (4)  of . the  Reuulatj.ons provides tha t  an organization 
is not!organized excl.usively for  m e  or  more exempt purposes unless i t s  asse ts  
are.dedicated:to.an.exempt purpose. An organization's  a s se t s  w i . 1 1  he 
considered dedicated . to  an exempt purpose i f ,  \lpon dissolut ion,  suclr asse ts  
would, by reason of a provision i n  the oraanizat.ion's a r t i c l e s  or by operation 
of.law, be dis t r ibuted f o r  one o r  more exempt purposes, o r  t o  the Federal 
government, or t o  a Sta te  or local  aoverament, fo r  a nuhlic purpose. 

Section 1 . 5 0 1 ( c ) ( 3 ) - l ( c ) ( l )  of the Reaulations provides that  an organization 
w i l l  he regarded as  .''operated exclusinelv" fo r  one or more exempt purposes 
only i f  i t  engauea primarily i n  a c t i v i t i e s  wh5.ch accompiish such purposes. An 
organization sill. not be so reaarcled j f  more than an insubstantial ,  part  of i t s  
a c t i v i t i e s  ' i s  not i n  f t~r therance  of sn exempt purpose. 

, . 
Section 1.501 (c).(f 1-1. ( d l  (1 )  ( i i i  s t a t e s  that  an orqanization i s  not organized 
o r ,  operated fo r '  any purpose under section 501 (c )  (3) unless i t  -serves a p ~ b l i c  

.rather, . than a f p r i v a t e  i n t e r e s t .  Thus t o  meet the requirements of this  , . 

subparaqraph, i t  j.s necessary for  an oruanization t o  es tabl ish  that  i t .  i s  not 
argani.zed'or operated f o r  the benefit of pr ivate  i n t e r e s t s  sricll a s  designated, 
individuals,  the creator or h i s  famil!l: shareholders or the organizati.on or 
persons ,controlled,  dj  r e c t l y  o r  indirectl,\r! by such pri.vate in te res t s .  
Wor4ovclr, even though an organization may have exe111pt purposes, i t  w i l l  not be 
considered as  operatjna exclusively for  such purpose i f  sore  than en 
insubstant ia l  part  of its a c t i v i t i e s  serve a private i n  t a r e s t .  

. . . . 
Revenue Ruling 74-17, published j.n Cumulative Bullet in 1974-.I., on gage 130, 
concerns an associst ion formed by unit  owners of a cond*tminium housing project 
which was operaterl t o  provide for the manaaement , meintenance and care of the 
common areas of the project .  Because the essen t i a l  s t ruc tu re  of a condominium 
associat ion involves ownership i n  common by a l l  11nj.t owners of common areas 
and the  maintenance and care of pr ivate  progertv, i t  "as held that  the 
organization could not be recoqnized as t a x  exempt becalise the ac t i .v i t ies  of 
the associat ion consti tuted providing pr ivate  betleiit for  the unit owners. 



The r igh t s ,  dut ies ,  and privileges of members o f  a n  association of unit owners 
in a concioainiunr Property derive fram,. and are e s t a b l i s h e d  by, s ta tutory  and 
contractual ~ rov i s i .ons  and  are inexti-i.csbly an$ com~ulsor i ly  t ied t o  the 
0 ~ n e r ' s  acauisi t ion and enjoyment of fi.is property i n t e r e s t s  I n  the 
condominium. 

Condomini~~m type ownership hv its verv nature necessarilv en ta i l s  ownership i.n 
comlnon by a l l  un i t :  owners of common areas or elements sup~or t i t r e  t o  the 
indiyidual uni ts  i n  a s t r u c t ~ l r a l  and/or functional sense. Thas.. any 
maintenance or care of such comlnon areas or elements const i tu tes  nri.vate 
benef i t  t o  the  individttal memljers a s  opnoscd t o  promotins ?he csflmon aocd a n d  
qeceral wslf are  t o  the  peonle of the cornr;;tlnj ty .  

Based up011 a review of ?rour a r p l i c a  tion for  recoanj. tion of rxem~tj.on, Form 
1023, i t  j.s'helit that  you arc? neither "or~~.silizcd or oneratee" excl11si.vel.y for  
one or more of the pvrposes 6pecifi.c i n  srrtio!~ 501!c) ( 3 )  of tire Code. '3ot.1 

. . 
are  oruanjzed and operated nrj.mar5.l~ t o  serve a pri.vate rather t'na.n a. public 
purpose: t he  provision of servj.crls the clsmlnon henefi t  of voar condom.i.niun~ 

. \ ) n i t  owners. I n  a.ddition, you do not provide for t h e  ~ h a r i t : ~ i r l . e  ~tj.~trj.bu.tion 
.:"of yonr assets upon dinsoluti.on. Therefnre, VOU f i r )  110t. meet t h e  

orasni zational t e s t  of section 501 (c )  ( 3 )  . 
' Therefore, we h a w  concluded that: jrou do not . cc~ l ; t l i f v  for c.xt!rnoti.on from 

Federal income t a x  as an organization descci krcd i.a sectl.or: 501 ( c )  ( 3 )  of the 
Code. I n  accordance with t h i s  determination yo\\ are req!~ircld. t o  fi.19 Federal 
income tax returns on Form 1120. 

. Your a t tent ion i s  called t o  section 529 of the In ternal  Reven1.w Code which was 
ad.ded by the Tax Reform Act of 1976. 'Phis sectil>n proylides t h a t ,  j.n cer ta in  
circumstances, a nan-exempt homeowners assocj at inn may e lec t  not to  taxed on 
i t s  "exempt function income" which includes membership dues, fees or 

. assessments from owners of rea.1 proaerty. The nlection i s  made by f i l i n a  Form 
1120H. If you determine t'na.t your oraanizatir?!~ a u a l i i i e s  under section 528, 
you may ' f ind i t  bene f i c ia l  t o  make t h i s  e1ec t i .o~ .  

Contributions to  your organization are not deductible hy donors under section 
170(c) (21 of the Code, 

I n  accordance w i t h  the provisions rsf sectinn 6lOrl!c) of the Code, a cop:? c f  
t h i s  l e t t e r  w i l l  be sent t o  the a . n ~ r n ~ r l a t c .  S ta te  officia1.s. 



* * * ***** * * *  * * * * *********  ***  

If you do not agree with our determination, vnu mav request consideratj.on of 
t h i s  matter by the Of £ ice  of Reaional Ditector of a p ~ e a l s .  To do t h i s ,  you 
should f i l e  a written appeal as explained i n  the  enclosed Puhli.cation 892. 
Your appeal shouid uive the f a c t s ,  law, and any other inforrnatj.011 t o  support 

. . 
. . . . ... . your positj.on. I f  you want a hearing, ~ i e a s e  request it when you f i l e  your 
. ,- . . appeal and you w i l l  be contacted t o  arrange a date.  The hearina may be held 

a t  the regional o f f i c e ,  o r ,  i f  yo11 request ,  a t  anv mutnallv convenient 
d i s t r i c t  o f f i c e .  Ii you w i l l  be represented bv someone vho is not one of your 
pr incipal  o f f i ce r s ,  tha t  person w i l l  need t o  f i l e  a power of at torney o r  tax 
information authorization with us. 

:. .. 
, . 
. Q 

If you don't appeal t h i s  determination s i t h i n  30 davs from the date of t h i s  
l e t t e r ,  as explained i n  Publication 892 ,  t h i s  l e t t e r  w i l l  become our f i n a l  

.; 
determinatj.on i n  this matter. Further. i f  you do not- appeal. t h i s  

' . :. , -:,:.:' .: . . .  : .';.determinatj.on j.n a timely manner, i t  will.  he considered by the  In ternal  
. . . :.': ,. 
. . .:,. Revenue Service as a f a i l u r e  to exhaust administrative remedies. Section 
. .  . 7428(b)(2) of the Code provides, i n  pa r t ,  that  "A declaratory Judaement o r  

decree ui~der t h i s  section shall.  not he issued i n  any proceedj.ng nnl.ess the Tax 
Court, the C1aj.m~ Court, or  the  d i s t r i c t  court of: the United Sta tes  f o r  the 
~ i s t r i c t  of Columbia determines t h a t  the  ornanization involved has exhalisted . . 
a d m i ~ ~ i s t r a t i v o  remedies available to  i t  within t h e  In ternal  Heventre Service." 

Appeals submitted which do not contain a l l  the docomentation required by 
Publication 892 wj.13 be r5turned for completion. 

If you have any questions, please contact the person vrl,r?se name and te1ephor.e 
, . .  . , ,  phone numher a r e  shown I n  the heading cf. t h i s  l e t t e r .  
\ .  . .. . 
. .. 

Sincer,ely, 

* * * *  *** ********* 
Dis t r i c t  Director 

,. . 

.; . , ~dklosure :  Publication 892 

,' . ' , ' 
. . 

'. . 
_ ' . .  , 

cc:, Sta te  Attorney General. ***) 
. . 

. .  , 


